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and, if so, how, the allocation option(s) could be modified to
avoid such legal concerns.

7. For reply comments: Do any of the allowance allocation options
discussed in other parties’ opening comments raise any other
legal concerns? If so, please explain in full with citations to
specific relevant legal authorities. Also, explain if and, if so, how
the allocation option could be modified to avoid such legal
concerns.

8. The staff paper describes an option that would allocate emission
allowances directly to retail providers. If you believe that such
an approach warrants consideration, please describe in detail
how such an approach would work, and its potential advantages
or disadvantages relative to other options described in the staff
paper. Address any legal issues related to such an approach, as
described in Questions 2 — 4 above.

9. Please address the effect that each of the allowance allocation
options discussed in the staff paper, or in the articles attached to
the staff paper, or in your own or other parties’ opening
comments, would have on economic efficiency in the economy,
and the economic incentives that each option would create for
market participants.

In D.08-03-018, the two Commissions concluded that the proceeds from the
auction of GHG emission allowances for the electricity sector should be used
primarily to benefit electricity consumers in California in some manner. The
Commissions identified two methods for returning revenues from allowance
auctions: (1) using auction revenues to augment investments in energy efficiency
and renewable power, or (2) using revenues to maintain affordable rates. Please
answer the following questions regarding the use of auction revenues.

10. Describe in detail the method you prefer for returning auction
revenues to benefit electricity consumers in California. In
addition to your recommendation, comment on the pros and
cons of each method listed above, especially regarding the benefit
to electricity consumers, impact on GHG emissions, and impact
on consumption of electricity by consumers.
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